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ZAMBIA: KEY ECONOMIC INDICATORS 


All figures in millions of Kwacha unless otherwise indicated. Applicable 
exchange rates as follows: To July 1976 Kl = $1.56, July 1976 to March 1978 
$1.25, March 1978 to October 1978 $1.20, November 1978 to present Kl = $1.25 


Production Trends and GDP Utilization 1976 1977 1978 


GDP at current prices 1.9235 2,010.6 2525055 
at 1965 prices 1,028.0 1,000.8 1, 5001.1 
at 1965 prices adjusted for terms of trade 869.3 756.8 748.9 
Per capita national product in Kwacha 
(1965 adjusted prices) 163 144 1.35 
GDP Composition (1965 prices): 
Agriculture, forestry, fishing 138. 139. 142.0 
Mining 239. 229. 245.6 
Manufacturing 98. 92. 98.9 
GDP Utilization (1965 prices): 
Government final consumption 484. 9073 600 .0 
Private final consumption 7413 859. 1,015.0 
Gross fixed capital formation 600. 668. 575.0 
Gross fixed capital formation % of GDP 31% 33% 25% 
Index of Industrial Production (1973 = 100) 101.6 95.6 100.0 (est.) 
Corn production (thousands of tons) 677 645 593 (est.) 
Copper production (thousands of tons) 713 660 662 
Value 717 670 745 (est.) 
Production cost per ton (kwacha) 897 923(est.) 950 (est.) 
Price per ton (LME Average) (kwacha) 1,007 1,016 15126 


Government Finance, Money and Prices 


Central Government: 
Recurrent revenue 440. 497 (est.) 
Recurrent expenditure 608. 652 (est.) 
Capital account receipts 306. 100 (est.) 
Capital account expenditure 327. 46.6 (est.) 
Combined deficit (-): Recurrent & Capital Acct.(-189. (-101) (est.) 
Money supply with public 108. ; 120.0 
Quasi money (savings & deposits) 216. , 271.0 
Price Index (1975=100) High Income 116 153 
Low Income 118 164 


Balance of Payments 


Merchandise exports 751.9 704. 
Copper 688.6 645. 

Merchandise imports 468.6 565. 503.0 (est.) 
Imports from the United States 116 72 N/A 
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636 (est.) 


Current account balance (-indicates deficit) (-40.7) (-287. (-121.5) (est) 
Capital account balance (incl. errors & omissions) (-95.5) +64 (-155.7) 
Overall balance -136.0 -223 -252.9 (est.) 


Sources: Official Government statistics. Where discrepancies occurred 
statistics from Economic Report 1978 are cited. 





SUMMARY 


Zambia's economy continued to stagnate throughout 1978 and prospects for 
a significant recovery in 1979 are dim. By almost any measure, there has 
been little or no economic growth for the past two years. Gross domestic 
product went from K1 billion in 1977 to an estimated K1,001 billion in 
1978 reflecting, in constant 1965 prices, a .02% gain. When Zambia's 
unfavorable terms of trade are factored in, there is an actual decline 

of 1% between 1977 and 1978. Per capita GDP declined by more than 6% 
over the same period. Nominal growth in 1978 in the mining, agricultural 
and manufacturing sectors at 1965 prices was not enough to overcome in- 
flation nor compensate for deteriorating terms of trade. Copper produc- 
tion was up a mere 0.3% during 1978 but still 7% below 1976 production 

of 713 thousand metric tons. Maize output dropped for the second con- 
secutive year and, as a result of bad weather, 1979's crop will be well 
below domestic consumption requirements. Government's capital expen- 
diture fell from K327.5 million in 1976 to an estimated K46.6 million 

in 1978 with lower projections for 1979. Export values (primarily of 
copper) have continued to decline and import restrictions have reduced 
the flow of needed raw materials and spare parts. The government's 
overall balance of payments deficit has nearly doubled in two years and 
government budget and balance of payments deficits are expected to 
continue. Foreign exchange reserves are minimal and in fact cannot 

cover the outstanding commercial arrears which have accumulated since 
1976. In short, Zambia's economy has deteriorated and statistically 
shows little hope of improvement. 


Statistics aside, however, there are a number of factors which could 
combine to lead to eventual stability and even some growth in Zambia's 
economy. Many of the physical, political, and economic constraints, 
real or imagined, which have hampered economic development have been 
removed or clarified, thus opening the door for rationalizing and 
diversifying the economy. In the medium to long term, Zambia's future 
will be most affected by transportation, agricultural development, 
private sector participation, mineral revenues, manpower training 

and foreign assistance. In the short term however, the political/ 
military situation in Southern Africa is the most critical factor. A 
deterioration in the security situation in the area could rapidly 
negate any progress made in Zambia's economic performance. The 
conclusions reached in this analysis are based on a continuation of 
the present conditions. 


MINING REVENUES 


As previously indicated, Zambia's copper production has dropped. Both 
51% government-owned mining companies have been in a barely break-even 
or loss position for two years. Consequently, the government has 
received little or no revenue for two years from mining company tax- 
ation. The tax structure is such that the government anticipates no 





Kwacha revenues from the copper industry for at least one more year, 
despite an improvement in the world copper price in January 1979. 
Thus, the government will continue to run an internal budget deficit 
despite belt tightening measures taken in conformity with the IMF 
Stabilization program. Foreign exchange earnings generated by the 
mining industry will continue to account for the overwhelming pro- 
portion of Zambia's total foreign exchange earnings for some time to 
come. Consequently the Kwacha earnings or losses of the industry, 
while a cause for concern, will be compensated for to some extent 

by the foreign exchange earned from copper sales. 


While copper production has continued to decline and projections for 
further declines are commonplace, there was a substantial increase 

in the world market price between November 1978 and January 1979. 

The price increased to a level which, if maintained, should improve 
the profitability of Zambia's copper industry. Unfortunately, many 
observers partially attribute the price increase to anticipated 
copper production declines in Zambia and Zaire. Thus the price may 
remain high chiefly because Zambian production will be down and there 
may be little incremental revenue for Zambia at all. 


Production has fallen off in a number of areas, primarily related 
to lack of skills and equipment. The mining industry is operating 
with fewer foreign technicians than needed, and this has hurt produc- 


tion. Lack of money for spare parts and capital investment has led 
to a vicious circle of breakdowns and increased transportation costs. 
It is difficult to forecast any short-term improvement in this situ- 
ation although a sustained higher copper price would help. 


Another important factor influencing Zambian mineral revenues is 

the current cobalt price. It is this factor which holds some promise 
for an improvement in Zambia's current economic prospects. World 
market prices for cobalt trebled recently, and Zambia should be in a 
position to benefit substantially. In January 1979 Roan Consolidated 
Mines completed a new cobalt treatment facility which is designed to 
double Zambia's cobalt output from less than 2,000 metric tons (MT) 
to around 4,000 MT per year. In addition, Nchanga Consolidated Mines 
has determined that one of their ore bodies contains sufficient 
cobalt to be worth exploiting. Plans are now underway to develop 

and process these reserves. Given a predicted world conalt shortage 
through 1985, the price per ton should remain fairly high and provide 
Zambia with additional foreign exchange earnings. 


The net impact of a high cobalt price, increased Zambian cobalt 
production and a possible drop in copper production is difficult to 
project. However, based on 1978 data and defensible projections on 
cobalt and copper production and prices, it is possible that Zambian 





mineral revenues in 1979 could increase more than $150 million over 
1978, a 16 percent improvement. Even if this estimate proves over- 
optimistic, Zambia should not suffer any net decrease in foreign 
exchange earnings in 1979---and a stable mineral revenue base is 
vital to the nation's short-term economic progress. 


TRANSPORTATION 


Landlocked Zambia's transportation problems have aggravated its 
economic problems for several years. The closure of the border with 
Rhodesia in 1973 resulted in increased transportation costs and was 
followed by a switch to less economic sources of supply for every- 
thing from wheat to lubricating oils. The transportation problems 
were, and continue to be, compounded by the closure and uncertain 
future of the Benguela railroad through Angola. To a lesser but 
nonetheless significant degree, the closure of the Kenya/Tanzania 
border in 1977 adversely affected imports from Kenya through Tanzania. 
Thus for over two years Zambia depended almost entirely on the port 
of Dar es Salaam for both imports and mineral exports. Access to 
Dar has been via the Tazara Railway and the Tanzam Highway. 


A combination of port congestion at Dar, deficiencies on both Tazara 
and Zambia Railways, and lack of vehicle capacity led to a transport 
crisis that climaxed in mid-1978. Zambian copper exports were being 
delayed to the point where over 100,000 metric tons (representing 
almost 15% of annual output) was backlogged at the mines, along the 
lines of rail, or at Dar. Concurrently, massive amounts of fertilizer 
for the 1978 planting season were being delayed for lack of offloading 
or transport facilities. A disaster was in the making and to avoid 

it, Zambia took the politically risky but economically sensible step 

of opening the "Southern Rail Route" through Rhodesia to South African 
and Mozambican ports. While the route has contributed to regularizing 
Zambia's copper exports, reducing the massive stockpiles, and improving 
the flow of imports, there is still a backlog of cargo at Dar and the 
Tazara route is still needed. However, actual and possible developments 
provide the basis for further improvement. 


While the Southern Route remains open and South African assistance in 
the form of rail wagons and locomotives continues, the pressure on 
Tazara and Dar will lessen and provide some breathing space. In the 
meantime, a protocol covering Tazara improvements has been signed 
between Zambia, Tanzania and China. Much-needed equipment repair, 

and improvement in technical support, management, and traffic control 
should speed up the dismal turnaround time now common on the line. In 
addition, $2.3 million of a loan from the U.S. Agency for International 
Development (AID) loan to Zambia is being used to buy spare parts for 
Zambia Railways. The European Economic Community (EEC) will provide 
technical and financial aid to rehabilitate the Benguela railroad. 
Finally, a $5 million project to improve traffic control on Zambia 





Railways has been approved. Other less critical elements may also 
come into play. The Benguela Railway may begin limited service in 
the medium term and an all-weather road/rail linking Zambia to 
Mozambican ports via Malawi is completed: 


Thus we have a situation that is at least promising in terms of a 
solution to Zambia's long-standing transport problems. Clearly the 
end--result will depend on Zambia's being able to take advantage of 

the Southern Route while using the time gained to improve other routes. 


AGRICULTURE 


Despite a redirection of policy and resources towards agricultural 
diversification, Zambia's agricultural output has shown no improve- 
ment. In the case of maize, Zambia's main crop, there has been a 
critical drop in production since the 1976 bumper harvest. The 
weather played a major role in reducing the 1977/78 crop. and insuf- 
ficient rainfall and delayed fertilizer shipments will reduce the 
1978/79 crop to less than half of Zambia's annual consumption of 
maize. Lack of storage facilities and transport together with 
commercial farmer displeasure with government pricing policies have 
added to the problems. 


Improvement in the agricultural sector is the key to Zambia's long- 
term development and the highest government priority. The prospects 
for improvement, however, are much more conjectural than in the mining 
and transportation sectors. Certainly the major physical conditions 
ror improvement---land and water---exist in Zambia. Only a small 
amount of the 50 percent of the nation's total land area which is 
arable is currently under cultivation. Though there are occasional 
years of drought or flood, the basic water supply is good. It is the 
Government's policy toward agriculture and pricing, allocation of 
resources, and ancillary elements such as transport, storage, marketing, 
and processing which will determine agricultural growth. 


The long delayed Third National Development Plan covering 1979-1984 
is due to be published by June 1979. The plan budgets a much higher 
percentage of resources to rural and agricultural development than 
in the past. The emphasis is on making the rural sector more attrac- 
tive and improving marketing and distribution. Bilateral assistance 
for improving storage capability is underway. World Bank assistance 
is being used to improve or construct feeder roads in agricultural 
areas. Technical and financial assistance for area development 
schemes is under negotiation. While the results of these various 
initiatives are decidedly long term, the plans are there, and there 
is reasonable hope for real improvement. 





Somewhat less certain is how the government's agricultural pricing 
policy will satisfy the farmers and consumers alike. The norm has 
been for controlled producer prices and subsidies for the consumers. 
Producer price controls have been unsatisfactory to the farmers, and 
now most consumer subsidies have been removed. Government's basic 
attitude is now one of realistic producer prices and timely announce- 
ments of these prices to permit the farmers to make rational planting 
decisions. Consumer subsidies are being removed at the same time. The 
conflict is obvious. Economic prices for the producers will result 
in higher prices for the consumer, thus adding to the already high 
(20%) rate of inflation. 


Considering the resources available, Zambia should be able to reduce 
its heavy food import bill by increasing domestic production of milk, 
wheat, oilseeds, and other foodstuffs. Concurrently, exports of 
tobacco and perhaps beef are possible, thus earning Zambia additional 
foreign exchange. By rationalizing its agricultural policies Zambia 
is moving toward making the agricultural sector a major contributor 
to the nation's economic development. 


PRIVATE SECTOR 


Zambia always has had what can be described as a mixed economy despite 
substantial government participation in the industrial and marketing 
sectors through the parastatal system. Basic inefficiencies, caused 
by a number of factors, have been financed or subsidized by copper 
revenues. Zambia's philosophy of humanism which militates against 
exploitation by any one economic class, is the basic reason behind 
government's participation in, or control of, the mining sector, 
agricultural marketing, the food processing sector and other basic 
industries. The economic decline of recent years, however, has made 
the functioning of the parastatal system a drag on the economy rather 
than a net contributor to basic human needs and development. While 
recent policy decisions do not represent a policy change with respect 
to the private sector, they clearly suggest a change in emphasis. The 
government realizes that it can no longer afford to subsidize the 
parastatals and that contributions to the economic growth of Zambia 
by the private sector are more important than ever before. 


The first clear indication of this came with the introduction of the 
Industrial Development Act of 1977. It provides a basis for both 
domestic and foreign investor participation in the economy and certain 
guarantees and incentives. Attraction of new private investment is 
clearly the goal of the Act and subsequent statements by government 
officials have reinforced this policy. However, the vagueness of 
certain provisions of the Act and the general economic climate in 
Zambia may combine to delay any benefits from this improved invest- 
ment climate. 





Just as important as the Industrial Development Act is the mandate 

to parastatals to improve their performance, the announced policy of 

no political interference in their operation, and the revocation of 
their monopoly in certain areas. Competition is the new key word being 
used to shore up the private sector. The government is encouraging 
competition between private investors and parastatals in several 
agricultural and industrial sectors. Philosophies aside, the move has 
the potential to improve industrial performance and resource utilization. 


A greater role for the private sector in these difficult times is 
necessary to make up for the inability of the government to finance 
all but a minimum level of capital projects. Increased efficiency 

and productivity are essential to sustained growth and there is real- 
ization that the private sector can make a major contribution. Once 
again, the "right" policy decisions have been announced and the oppor- 
tunities for risk capital theoretically are there. Whether or not 
these conditions will be exploited depends in part on non-economic 
questions such as a peaceful settlement in Rhodesia. 


MANPOWER 


Zambia has had a trained manpower shortage since Independence in 1964. 
Despite massive investments in education, the skills to manage the 
current problems of the economy are still lacking. Progress has been 
made in many fields and manpower development programs are underway. 
Nonetheless, these long-term problems must be solved in part by at- 
tracting foreign technical personnel in the interim. The needs are 
most acute in the mining and health sectors, though evident through- 
out the economy. There is no prospect of an early resolution of the 
problem. What will be critical is maintaining a bare minimum level of 
skills in a number of key areas until the results of government and 
externally assisted educational and training programs are evident. 

It remains an area of primary concern and could, over time, be the most 
critical factor affecting Zambia's future performance. 


THE IMF STABILIZATION PROGRAM 


Because of the continuing economic crisis, Zambia and the International 
Monetary Fund (IMF) concluded a standby agreement in early 1978. The 
financial arrangements should provide Zambia access to approximately 
$400 million over a two-year period. As part of the agreement, Zambia 
must comply with certain guidelines with respect to budget deficits, 
government spending, commercial arrears, etc. While some economists 
might argue with certain conditions established, the basic thrust of 
the IMF program has met with the approval of most observers. 


Most important among the IMF conditions are those relating to govern- 
ment debt and commercial arrears. To maintain its hard-won record of 
eredit-worthiness, of which is is justifiably proud, more Zambian fiscal 
restraint with respect to government spending and borrowing was clearly 





necessary. Since the standby agreement, the government has established 
firm limits on borrowing and is making a determined effort to reduce 

the budgetary deficit. Likewise, a serious commercial arrears problem 
developed during 1977 and, with only a brief period of relief in early 
1978, has continued to the point where commercial suppliers are waiting 
18 months and longer for remittances in hard currency for goods and 
services already delivered. While there has been no appreciable progress 
in resolving this problem, it can in many ways be blamed on disruptions 
in copper shipments rather than any failure to act by the government. 


What is most important is the honest attempt which has been made to 
comply with the IMF program and the IMF's continued support despite 

some shortcomings. Both Zambia's policy of restraint and the continued 
confidence of the IMF are essential if Zambia is to have access to 
additional external, medium-term commercial loans. Short-term borrowing 
at commercial rates during this period of heavy debt servicing commit- 
ments (which peak during 1978-1981 and then drop off) are not the 
solution. In addition, both suppliers and foreign government guarantors 
are likely to be more open to additional exposure as long as Zambia 
adheres to the IMF stabilization program. 


FOREIGN ASSISTANCE 


Zambia is fortunate that, in this period of no growth and reduced earnings, 
international donors have been willing to assist in a variety of ways. 

The UNDP has an extensive technical assistance program. The United Kingdom 
supplements the salaries of numerous teachers, technicians and professionals 
who would otherwise not be available to Zambia. The US, Britain, the EEC, 
Germany, Japan and others have provided major soft term loans to help 
maintain imports of essential goods. Zambia has been receiving over 

$200 million a year in such assistance since 1977. There is every reason 

to believe that these levels will continue. 


Following agreement with the IMF on a stabilization program, Zambia held 

a consultative group meeting with potential donors. The major significance 
of this meeting was Zambia's acceptance of the idea of coordinating aid 

from various donors, the object being maximum utilization of all offers 
without duplication of effort. There are further indications that Zambia 

is following through with this initial step. This in turn should please 

the donor nations and organizations which have had some difficulties in 
getting their assistance to Zambia disbursed. In short, Zambia has improved 
its basically good relations with the donor community, and should continue 
to receive its support. 


IMPLICATIONS FOR THE UNITED STATES 


TRADE AND INVESTMENT 


The current state of Zambia's economy and short-term projections 





necessarily limit additional trade and investment opportunities in 
Zambia. The United States continues to supply significant amounts of 
mining, agricultural and transport equipment to Zambia and access to 
this market should remain fairly constant. It is not likely to 
increase in terms of total demand in the sense that Zambia's overall 
financial resources cannot support additional imports. Rather, Zambia 
will continue to search for new sources of supply for some of its 
traditional imports. 


Some established suppliers are leaving the market because of the 
commercial arrears situation, and new suppliers willing to take a 

credit risk are being sought. There is an opportunity here for U.S. 
suppliers, but those interested in this replacement market are well 
advised to investigate the guarantee programs offered by the Export- 
Import Bank of the United States before committing themselves. U.S. 
suppliers should also be sure they understand the complex import licensing 
and foreign exchange allocation procedures before extending credit. 


Existing US suppliers, particularly those in mining-related fields, 

have a more complex problem. On the one hand, they know that Zambia 

can be a lucrative market. On the other, Zambia is now 18 months 

behind in making foreign exchange available for goods already delivered. 
Clearly there is a limit in most cases to the "credit" they can extend 

to Zambia. However, it can be assumed that if a U.S. supplier leaves the 


Zambian market and an acceptable substitute is found elsewhere, it will 
be extremely difficult for the U.S. firm to reenter the market in the 
future. There is a certain amount of "stick with us now...or else" 
among major end-users and, while some of this can be interpreted as 
bravado, it is a factor to be considered. 


As with trade, investment opportunities are limited, primarily by finan- 
cial constraints. The few U.S. direct investors in Zambia have been 
troubled by the current delays in remitting profits and dividends, but 
there is no discernible move toward disinvestment. There is general 
agreement that profits and dividends will eventually be remitted, but 
parent companies are becoming more and more impatient with the delays. 
In most instances, new foreign capital for supplies or equipment is 
not being invested in existing enterprises. Investors rely on the now 
irregular foreign exchange allocations from the Bank of Zambia to 
import their requirements. It is a time-consuming process and does 
hamper both current operations and development plans. A further 
problem relates to the length of time required for expatriate managers 
or technical personnal to remit their salaries. Recruiting replace- 
ments thus becomes more difficult. 


On the brighter side, several US firms with substantial Kwacha bank 
accounts (representing as yet unremitted profits and dividends) are 
considering new investment using these deposits and minimal new capital. 
The government has offered some financial incentive to these firms and 
several projects are actively being considered. 





New investors must understand the short-term problems they will encounter 
in Zambia, particularly with respect to profit and dividend remittance. 
However, the returns from the type of investment the government is most 
anxious to attract, i.e., the agricultural sector, are decidedly long 

term and investors interested in this area might discover some interesting 
opportunities. Once again, OPIC and other US-government investment guar- 
antee programs should be investigated before any project is undertaken in 
Zambia. 


DEVELOPMENT ASSISTANCE 


The United States, World Bank, UN Development Program and other donors 
are providing significant monetary and project assistance to Zambia. 
Opportunities for tendering for major projects financed by the donor 
community are regularly submitted to the U.S. Department of Commerce in 
Washington for dissemination. Suppliers, new or old, to Zambia should 
maintain regular contact with all these organizations with respect to 

new opportunities. The foreign exchange component of these projects is 
readily available and payment delays are not a problem. USAID has 
authorized $70 million in commodity import loans to Zambia in the last 
two years. While these loans have been fully disbursed or committed, 

any supplier in the US who has received an expression of interest from 

an importer in Zambia should keep in mind that these loans exist. As 

the government of Zambia makes the determination as to what goods will 

be financed by US loans, it is essential that US suppliers be represented 
in Zambia, or as an absolute minimum, spend time in the country pursuing 
financing possibilities. While tenders for goods to be purchased under 
AID loans are let in the US, equipment suppliers must be able to establish 
that follow-up service is available for any goods financed by AID. This 
point must not be disregarded. 


CONCLUSIONS 


The Zambian economy faces a difficult future and some critical decisions 
on policy and resource allocations must be made and implemented. There 
is little hope of a rapid recovery but no reason why, in the long term 
and with appropriate planning, Zambia cannot develop a stable and 
rational economy. For the time being, opportunities for new trade and 
investment in Zambia are limited by financial constraints. Nonetheless, 
participation in Zambia's economic development is possible and can often 
be linked to bilateral and multilateral development projects. 
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